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KEY ECONOMIC INDICATORS: MEXICO 
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Producer Price Index, End of 
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Balance of Payments (U.S. $ Millions) 
Current Account Receipts 


Exports 4/ 
U.S. Share (percent) 
Petroleum Exports 
Current Acct.Expenditures 
Imports 
U.S. Share (percent) 
Balance on Current Account 
Balance on Capital Account 
Errors and Omissions 
International Reserves 
Average Annual Exchange Rate 


Exchange Rate as of December 31, 1985 
Controlled: U.S. $ = 372.20 Mexican Pesos 
Banks ("Superfree"): U.S.$ = 450.00 
Private Exchange Houses: U.S.$ = 466.00 


1983 


17,141.7 
856.2 


228,615.4 


¥37.2 


199.7 
299.9 
190.0 
175.4 
291.9 
401.9 


1,402.3 
766.1 
480.0 


74,980.5 


28,944.5 
22,312.0 
58.1 
16,017.2 
23,620.7 
8,550.9 
63.4 
5,323.8 
-1,105.8 
-917.1 
4,922.5 


1984 


29, 438.9 
885.9 


383,359.4 


144.7 


209.2 
304.5 
200.2 
182.1 
309.2 
413.4 


2,286.9 
1,219.4 
768.7 
76,791.8 


32,727.7 
24,053.6 
58.0 
16,601.3 
28, 760.4 
11,254.3 
65.2 
3,967.4 
-1,576.0 
-150.7 
8,108.1 


Change 


7 


63.1 
59.2 
60.1 
2.4 
13.1 
8 
6 
21.8 
31.6 
-25.5 
-42.5 


83.6 
64.7 


Est. 
1985 % Change 
48,000 63.0 

925 4.5 


611,278 
N/A 


August 1985 
223.3 


319.9 
213.7 
192.1 
353.1 
432.5 


October 1985 
at 


1,787.0 
1121.5 


78,524.2 


September 1985 
22,301.2 


’ ° 
16,075.2 
61.3 
11,033.2 
22,433.6 
9,995.6 
66.8 
-52.3 
-2983.1 
32.0 
5,789.2 


(Mex.$/U.S.$1) 
120.17 
150.29 


"Controlled" 
"Market" (Private Exchange Houses) 


17 In pesos, not billions of pesos. 
2/ Figures in parentheses refer to sectors' shares of GDP in 1984. 


3/ A subsector of the mining sector; includes the extraction of crude petroleum and natural 
gas and basic petrochemicals. 


4/ Figures do not include in-bond assembly industry trade. 


167.77 - 
185.19 - 


256.98 
311.49 


SOURCE: 


Bank of Mexico Reports; Embassy Estimates; National Population Council of Mexico; 
Sistema de Cuentas Nacionales de Mexico. 





II SUMMARY 


In spite of relatively high economic growth, 1985 was a dif- 
ficult year for the Mexican economy. Inflation was almost 64 
percent and the budget deficit equaled 9.5-10 percent of GDP. 
Both greatly exceeded original targets and were higher than 
their 1984 levels. The government's demand for credit rose 
sharply causing a marked increase in domestic interest rates 
and lower credit flows to the private sector from the domestic 
banking system. Minimum wages fell in real terms for the 
fourth consecutive year. The costs of the September earth- 
quakes for cleanup and reconstruction are estimated at 3-4 bil- 
lion dollars. Mexico's industrial capacity was little affected 
except in the apparel sector. 


Real growth in the Mexican economy at 4-5 percent followed a 
level of 3.7 percent in 1984 and negative growth in 1982 and 
1983 of 0.5 percent and 5.3 percent respectively. This growth 
was spread over most sectors of the economy including manu- 
facturing, agriculture and commerce. 


During 1985, Mexico's oil industry was affected by the world¢ 
wide oversupply of petroleum. Prices dropped and export vol- 
umes fell for a combined impact of about $2 billion less in 
petroleum export revenues compared to 1984. Non-oil exports 
also fell, with a resulting drop in Mexico's positive trade 
balance of 34 percent compared to 1984. In 1985 the Mexican 
government announced it would enter the GATT and made a number 
of moves to liberalize trade. Over the course of 1985 the cost 
of a dollar in free market pesos increased by 123 percent, or 
nearly double the rate of inflation. Through September foreign 
exchange reserves had fallen by $2.3 billion dollars. 


For 1986 the Mexican Government has identified additional eco- 
nomic reordering and structural change as its priority macro- 
economic objectives. If successful, these objectives will 
result in lower inflation, a real reduction in the public sec- 
tor deficit, and structural changes in the industrial sector. 
The inflation target for 1986 is 45-50 percent and the GDP 
growth target is -l to +l percent. Net public sector external 
borrowing requirements are estimated at $6 billion. The 
financial deficit of the public sector is projected to be 8-9 
percent of GDP. 


The international petroleum market and international interest 
rates will continue to have considerable influence on Mexico's 
economic performance in 1986. Mexico's external interest pay- 
ments may fall slightly in 1986 but this could be more than 
offset by falling petroleum prices. 
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III RECENT ECONOMIC DEVELOPMENTS: THE MEXICAN ECONOMY IN 1985: 


The High Public Sector Deficit, High Inflation, and_the 
Earthquakes Made 1985 a Difficult Year for Mexico. Although 
real economic growth in 1985 was probably 4-5 percent, the 
public sector deficit was far higher than anticipated. 
Combined with higher than anticipated inflation, it slowed 
Mexico's economic adjustment program. Both inflation and the 
public sector deficit as a percent of GDP were not only higher 
than targeted but also higher than their levels in 1984. Thus, 
1985 was the first year since 1982 that these key indicators 
failed to improve. 


When President de la Madrid took office in December 1982, the 
Mexican economy was plagued by rising inflation, capital 
flight, and falling output and employment. Foreign exchange 
reserves were not sufficient to meet even the country's’ short 
term external liabilities. The new President's inauguration 
followed by only four months the events of August 1982 when the 
Mexican economic crisis came to a head. At that time the 
country was forced to seek emergency assistance to avoid 
running out of foreign exchange and to begin planning in 
earnest an economic adjustment program to bring about major 
structural changes in the economy. Since the late 1970's, the 
Mexican Government had followed a policy of promoting 
development through sharply increased public sector 
expenditures and external borrowing. These policies led to 
burgeoning public sector deficits, accelerating inflation and 
an increase in the public sector's external debt from $4 


billion (12 percent of GDP) in 1970 to $59 billion (36 percent 
of GDP) in 1982. 


President de la Madrid began his six-year term of office with a 
strategy for a reordering of the economy. This six-year 
strategy envisioned major structural changes in the economy 
during the first two years of his administration to be followed 
by growth at 3.5-6 percent per year in the remaining four 
years. The key to implementing this plan was a three-year 
Extended Fund Facility Program with the International Monetary 
Fund. The major objectives of this program were massive annual 
reductions in the real size of the public sector deficit, sharp 
annual declines in the rate of inflation, substantial cutbacks 
on external borrowing and a progressive build-up of foreign 
exchange reserves. The results of his first two years in 
office includee declining inflation, a gradual recovery of 
economic activity, strengthening of public finances, 
improvement in the country's external accounts, a restructuring 
of the country's external debt, and steady increases in the 
country's foreign exchange reserves. However, during 1985 
these trends became much less favorable. 
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Mexico's most serious economic problems in 1985 were the growth 
of the public sector deficit, accelerating inflation, rising 
interest rates, and a deterioration in the balance of 
payments. The budget deficit as a ratio to GDP probably will 
end up at 9.5-10 percent as against the original target of 5 
percent. This compares with revised figures of 9.1 percent in 
1984, 9.4 percent in 1983 and 17.4 percent in 1982. Over the 
course of 1985 federal and parastate spending increased without 
a commensurate rise in revenues. Virtually no price increases 
in price-controlled items were put into effect between January 
and November 1985. Heavy government borrowing caused a _e sharp 
increase in domestic interest rates in 1985; they were about 13 
percentage points higher than original budget projections. 
These higher domestic interest rates were the single most 
important cause for the widening of the deficit, causing it to 
rise by the equivalent of 3 percent of GDP, and have _ resulted 
in a large increase in the government's internal debt. 
According to preliminary estimates, programmed expenditures, 
i.e., current and investment outlays, were only about 0.7 
percent of GDP higher than budgeted. Lower PEMEX revenues also 
were about 0.7 percent of GDP less than original projections. 


The growth in domestic demand led by the public sector also had 
important implications for inflation, which after abating 
during the first half of the year began to accelerate during 
the last six months. Inflation as measured by the consumer 
price index was extremely high in January 1985 (7.4 percent on 
a month-to-month basis) as the government instituted a number 
of price increases on gasoline and basic food items, and 
elevated Minimum wages by 30 percent. The rate steadily 
dropped through June (2.5 percent) but then began to increase. 
By December it had reached 6.8 percent and consumer price 
inflation for the year totaled 63.7 percent. Producer prices 
rose by 61.1 percent during 1985. These indices were both 
slightly higher than the previous year and inflation will 
remain a serious problem in 1986. 


Rising public expenditures combined with a marked recuperation 
in private sector activity also have contributed importantly to 
the deterioration in the balance of payments and difficulties 
in managing the exchange rate. The high level of internal 
demand has shifted resources away from the export sector 
causing a decrease in non-oil exports and a rapid rise in 
imports. The country's economic setbacks also produced 
intermittent heavy speculation against the peso and both the 
free and controlled exchange rates fell at a considerably 
faster rate than domestic inflation. 
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The September earthquakes did not have a large impact on the 
fiscal deficit in 1985 and since reconstruction costs will be 
distributed over several years they should be manageable. 
There have been several estimates of the financial costs of 
these natural disasters for Mexico, most of which are in the 
$3-$4 billion range. Of this, the costs of the earthquake 
damage in telecommunications and the water supply system for 
Mexico City will probably total $1 billion over the next 
several years. At least 400 buildings were completely 
destroyed and about 800 buildings sustained serious damage. 
Nonetheless, Mexico's industrial capacity was little affected 
except in the apparel sector. The government anticipates’ that 
about 20 percent of the financing requirements can be met by 
foreign loans, mostly on concessionary terms. 


In an effort to ease the strain on the public sector deficit 
the Mexican government has embarked on a program to remove from 
the federal government those parastatal entities that are not 
considered essential to the state and/or are financial drains. 
The Secretariat of Energy, Mines, and Parastate Industry 
reported in November 1985 that since 1982 it had reduced by 129 
the number of companies under its control. Those 129 entities 
were either sold, dissolved, or transferred to state 
governments. The government has sold off a large hotel chain 
and several industrial operations but a great number of 
parastatal companies listed for sale in early 1985 are still on 
the block. 


Initial Estimates for GDP Growth are 3.9 percent although the 


final figure could be higher. The most recent estimates from 
the Government indicate that real GDP growth was 3.9 percent in 


1985, somewhat higher than the 3.7 percent figure registered in 
1984. This figure may be adjusted upward once the final data 
for the year become available. In 1985 economic expansion 
during the first half of the year was higher than in the second 
half,as the government tried to institute stricter fiscal and 
credit policies with particularly tight restrictions on lending 
by commercial banks to the private sector. During the January 
- October period the major sectors of the economy all showed 
positive growth in 1985 over 1984. According to Bank of Mexico 
statistics, industrial activity in October 1985 was 5.8 percent 
above the level in October 1984. Increases in other areas were 
as follows: manufacturing, 6.8 percent; construction, 5.1 
percent; petroleum, -1.3 percent; and minerals, 9.9 percent. 
Sales of durable consumer goods rose by 6.7 percent while sales 
of non-durables grew by 3.4 percent. 
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Money Supply Growth Was Sporadic but Ended _the Year _ Below 
Inflation: In 1985, the M-l measurement of the money supply 
grew by 54.5 percent compared to 63 percent in 1984. The table 
below shows that monthly growth rates in the money supply were 
sporadic but that the overall trend for the year was generally 
favorable. 


M-1 GROWTH VS. INFLATION 


M-l Growth Over CPI Increase 
The Same Month Over the 
In Previous Year Previous 12 Months 


Year-End 1983 41.4 80.8 
Year-End 1984 63.1 59.2 
January 1985 62.0 60.8 
February 62.7 59.0 
March $3.5 58.4 
April 52.7 $6.5 
May 53.7 2oad 
June 56.8 53.4 
July 56.8 53:7 
August S75 56.0 
September 64.3 376 
October o7.k 58.1 
November = mf 59.8 
December 54.5 63.7 


The authorities tried to control the growth of the money supply 


by announcing tighter fiscal policies, imposing restrictions on 
lending by commercial banks’ to the private sector, as well as 
through restrictions on new peso accounts and on expansion of 
existing accounts by financial institutions outside of Mexico. 
Since July, credit flows from the commercial banks have _ been 
cut by de facto legal reserve requirements of about 90 percent 
on new deposits. Also later in the year, the banks agreed not 
to increase their loan portfolios through the end of the year 
above levels existing at the end of October 1985. Furthermore, 
on November 5 the Bank of Mexico announced new regulations 
intended to diminish peso loans from sources outside of the 
domestic banking system. (The authorities stated that an 
active offshore peso loan market had developed and this was 
impeding their ability to regulate the money supply.) 


According to preliminary data, resource capture, i.e., deposits 
in the banking system and purchases of treasury bills (CETES), 
totaled 3.7 trillion pesos in 1985, a real decrease of 12 
percent compared to the previous year. Deposits in the banking 
system were even more depressed, down by about 34 percent. On 
the other hand, purchases of treasury bills (CETES) rose by 





8 


more than 135 percent in real terms, largely because interest 
rates on these bills were kept considerably higher’ than 
interest rates on time deposits. During 1985, the government 
absorbed much of the resources available in the financial 
system through high marginal reserve requirements at the banks 
and through new issues of government securities. Consequently, 
credit flows to the private sector fell by about 14 percent in 
real terms last year. 


Interest rates progressively increased throughout 1985. Rates 
on short term time deposits (30-90 days) rose from 46 percent 
in January to 66 percent in December. Interest rates on 90 day 
treasury bills rose from 49 percent to 76 percent between 
January and August. In an effort to reverse this trend and to 
lessen the cost of servicing its debt in October, the Mexican 
government began setting interest rates on Treasury bills. The 
former practice had been to auction the Treasury bills, thus 
letting the market influence the yield. Once the government 
tried to force interest rates lower many buyers withdrew from 
the market leaving large volumes of securities unsold to the 
private sector. In an effort to reverse this trend, the 
government raised Treasury bill rates back over 70 percent in 
December but as yet it has not gone back to the former auction 
system. 


The Mexican Government has been progressively consolidating the 
commercial banking system since its nationalization in 
September 1982. At that time there were 60 institutions. On 


January 1, 1986 there will be only 20 banks and a further drop 
to 19 is projected for the first quarter of the year. That 
will complete the unification process with six "national" banks 
(operating nationwide), eight multiregional banks, and five 
regional banks. 


Minimum Wage Increases  Lagged Behind Inflation. The Mexican 
Government increased the minimum wage by 30 percent on January 


1, 1985, by another 18 percent in June, and by 32 percent 
effective January 1, 1986. The cumulative total for 1985 comes 
to 53.4 percent when the June 1985 increase is coupled with 
that of January 1985 or to 55.8 percent when coupled with the 
increase of January 1986. Since the inflation rate for 1985 
was somewhat higher (63.7 percent), in either case there was a 
real reduction in minimum wages in 1985. This was the fourth 
straight year that these wages have declined in real terms’ for 
a cumulative total of about 40 percent. At present the minimum 
wage in Mexico City is 1,650 pesos per day (or $3.65 at the 
current free market exchange rate). Adjustments to the minimum 
wage, while not binding for other types of salary income in 
Mexico, tend to set a precedent for other wage negotiations. 
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The Exchange Rate System Was Modified and Exchange Rates Fell 
- by More Than Inflation. Mexico established a dual exchange 


rate system in late 1982. The controlled rate applies to 
external debt payments and most foreign trade transactions 
(about 80 percent of all foreign exchange transactions). A 
government-regulated market rate in the banks and a free market 
rate in exchange houses were used for all other transactions 
(mainly tourism and border trade) until July 1985. At that 
time, the Mexican Government devalued the controlled rate by 20 
percent and replaced the market rate with a "superfree" rate 
set by the board of governors of the Bank of Mexico and 
administered by the nationalized commercial banks. The 
superfree rate is intended to reflect market conditions whereas 
the former “market" rate devalued against the dollar by a fixed 
amount each day. 


On August 5, 1985 the government dropped the fixed daily slide 
of the controlled rate and substituted a “regulated flotation 
system" under which the rate is adjusted each day based on 
market considerations. During December the controlled rate 
peso fell by an average of almost one peso per day under this 
new procedure. Over the course of 1985 the free market 
exchange rate fell from 209 to 466 pesos per dollar, while the 
controlled rate declined from 192 to 372 pesos per dollar. The 
difference between the two rates was 25 percent at the end of 
the year and the government was making an effort to bring them 
closer together. 


In November, the central bank instituted new exchange control 
regulations that curtailed activity in the peso-dollar parallel 
market. These new measures resulted in the closing down of the 
New York spot and Chicago futures markets in Mexican pesos. and 
limited the foreign exchange market operations of major 
international banks. The peso strengthened significantly 
through the end of the year (10 percent) after these measures 
went into effect although many analysts believe the Mexican 
Government also was supplying dollars in the foreign exchange 
markets during this period. At year end 1984 and 1985, Mexican 
exchange rates were as follows: 
Percent 

1984 Change 
Controlled 192.46 93 
Banks ("Superfree") N/A 
Private Exchange Houses 209.22 “ 123 


Mexico's Trade and Current Account Balances Declined 
Significantly in 1985. Mexico's trade balance remained 
positive in 1985 but declined by 34 percent compared to 1984. 
Petroleum product sales were down 11.0 
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percent, due in large part to the weak oil market prevailing 
through most of 1985, but they still accounted for 68 percent 
of total merchandise exports. Non-oil exports also decreased 
by 5 percent. Meanwhile, imports increased by 19.4 percent. 
The rise in imports was due exclusively to increased demand 
from the private sector and reflects high economic growth in 
the first part of the year and more liberal import policies as 
the government substantially reduced the list of products 
requiring import licenses. The Ministry of Commerce has_ stated 
that, on a value basis, less than 40 percent of imports now 
require import licenses. Private sector imports rose by 40.9 
percent while public sector imports fell by 9.5 percent. 


Mexican Exports and Imports 
1984-1985 
(Millions of U.S. Dollars) 


Percent 

1984 1985 Change 

Exports 24,054 21.835 -9.2 
-- Petroleum 16,601 14,767 -11.0 
-- Non-petroleum 7,452 7,068 - 5.2 


Imports 11,254 13,439 19.4 
-- Consumer products 848 1,078 27a 
-- Intermediate goods 7,833 9,162 17.0 
-- Capital goods 2e37T3 3,199 24.3 


Trade Balance 12,799 8,396 -34,4 
Memo Item: 


-- Private Sector Imports 6,465 9,106 
-- Public Sector Imports 4,790 4,333 


In spite of a marked decline in interest payments abroad (from 
$9 billion to $7.6 billion during the first nine months of the 
year in 1984 and 1985 respectively), the current account turned 
slightly negative (-$52.3 million) at the end of the third 
quarter of 1985, compared to a surplus of $3.6 billion for the 
same period in 1984. A somewhat larger deficit is expected for 
the year as a whole. 


In the services accounts, in-bond industries (maquiladoras) 
continued to be a bright spot in the Mexican economy and now 
has become its second-largest earner of foreign exchange. 
Growth in the in-bond sector again greatly exceeded overall 
economic growth in Mexico. During the first three quarters of 
1985, in-bond industries generated almost $1 billion, 24 
percent more 
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than for the same period in 1984, and employment in this sector 
had increased by 8 percent. Over the same period, receipts from 
tourists visiting Mexico were down 6.5 percent while spending 
by Mexicans abroad rose by 14 percent. Consequently, net 
tourism income declined by about 15 percent. The September 
earthquakes in Mexico City also contributed to a further 
decline in tourism during the last quarter of the year. 


Frontier transactions with the United States during the first 
nine months of the year were in deficit by $312.7 million, 
compared to only $87.5 Million in 1984. Frontier receipts were 
down by more than 7 percent while expenditures increased more 
than 14 percent. However, Mexican expenditures in the U.S. 
declined significantly toward the end of 1985 as the _ peso 
weakened dramatically. 


Mexico's Balance of Payments 
($ Millions) 


Jan-Sep Jan-Sep Percent 
Current Account Balance e975 —r3 aa 
- Merchandise Trade Balance 10,217. 6,079.6 -40.5 
Tourism 1,044.8 885.2 -15.3 
In-Bond Industries 847.0 976.9 15.3 
Frontier Transactions -87.6 -292.0 -233.3 
Interest Payments -8,992.7 -7,647.1 15.6 
- Other 608.5 -54.9 N/A 
Capital Account Balance -1,684.2 -2,893.1 - 71.8 
- Direct Investment 313.5 377.7 20.5 
- Other Long Term 1,789.6 -940.1 N/A 
- Short Term -3,787.3 -2,330.7 38.5 
Errors and Omissions 279.3 32.0 
Borrowing from Int'l 
Organizations 854.7 
Other -56.0 


Change in Reserves 3,031.8 
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Mexico's Decision to Enter GATT and _a_ Bilateral _ Export 
Subsidies Agreement with the United States Highlighted Several 
Trade Liberalization Moves. In late 1985, the Mexican 
Government formally announced that it would seek entry to the 
GATT. Mexico's primary objectives were to open its economy, 
increase the competitiveness of its industries, assure most 
favored nation (MFN) treatment and obtain access to dispute 
settlement mechanisms. The United States and Mexico also 
Signed a bilateral export subsidies agreement under which the 
Mexican Government agreed to phase out export subsidies in 
exchange for access to the injury test in the United States 
when countervailing duty cases are brought against Mexican 
exporters. 


During the year Mexico also reduced the number of tariff line 
items requiring prior import permits. Additionally, the 
government introduced the DIMEX scheme whereby exporters’ can 
automatically import a wide range of goods up to 30 percent of 
the value of their foreign exchange earnings. It also 
instituted a number of other measures to simplify financial and 
paperwork procedures for importing and exporting. 


Petroleum Production and Exports Declined from 1984 Levels. 
During 1985, Mexico's oil industry was affected by the 
worldwide oversupply of petroleum. Mexico lowered its prices 
both on Maya (heavy) and Isthmus (light) crude oils several 
times throughout the year with the average price/barrel of 
$26.64 in January declining to $23.92 by year-end. The volume 
of exports fell from an average of 1.5 million barrels/day to 
below 800,000 barrels/day in June but higher exports after 
August may bring the annual average level back close to a 1.45 
million barrel/day mark for 1985 as a whole. The combined 
impact of falling prices and lower volumes will be about 
$1.8-$2 billion less in petroleum export revenues compared to 
1984, However, as a result of increased internal demand, total 
petroleum production was down by only 2 percent through 
November. Furthermore, Mexico was able to maintain its 
position as the fourth largest oil producer in the world 
following the U.S.S.R, Saudi Arabia, and the United States. 


One area of improvement was Mexico's production of refined 
petroleum products. On a value basis, petroleum product 
exports were up by about 12 percent for the January-November 


1985, On the other hand, petrochemical exports were down by 
about 56 percent. 


Mexico's crude oil exports go to some 21 countries. During the 
first ten months of 1985 the United States purchased about 53 
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percent of the total followed by Japan (10 percent), Spain (4 
percent), the United Kingdom (5 percent), and France (6 
percent). Exports were composed of 42 percent light grade 
Isthmus and 58 percent heavy-grade Maya crude. Mexico's proven 
hydrocarbon reserves decreased slightly in 1984 from 72.5 to 


Wha F5 billion. No announcements have been made _ regarding 
reserve changes in 1985. 


Petroleum Production 


Percent 
Total of 
Crude Crude Hydrocarbon Total 


Production Exports Exports Exports 
(Thousands of barrels/day)(U.S.$ Millions) 
1977 981 202 1,018.7 21.9 
1978 1,209 365 1, @37..2 30.3 
1979 1,461 533 3,986.5 44.7 
1980 1,936 828 10,401.9 68.0 
1981 2,312 1,098 14,574.0 75.0 
1982 2,746 1,492 16,594.5 79.0 
1983 2,665 1,537 16,164.9 74.9 


1984 2,685 1,525 16,601.3 69.0 
1985(Jan-Nov) 2,626 1,432 13,439.2 68.0 


Year end 14,767.0 


The domestic prices of Mexico's gasoline products have risen 
sharply since December 1982 as an integral part of the 
country's economic adjustment program. This program requires a 
movement toward world prices in the Mexican market. In dollar 
terms, unleaded gasoline increased from $1.02 in October, 1983, 
to $1.15 in April, 1984 and to $1.26 in January, 1985 (using 
the Mexican Government's "market" exchange rate on the date of 
each increase). Price increases which became effective 
December 6, 1985, were substantial in peso terms but less in 
dollars because of a higher exchange rate. At the end of 
December 1985,unleaded and leaded gasolines cost the equivalent 
of 70 and 87 cents per gallon respectively. 


Agricultural Production Continued to _ Improve: During 1985, 
Mexico's agricultural performance continued its recovery from 
the drought-depressed levels of 1982. Basic grain and oilseed 
harvests probably increased about two percent in 1985 compared 
to 1984. Excellent summer rainfall in 1985 and high reservoir 
levels led to the higher overall crop. production. Larger 
wheat, rice, and soybean harvests accounted for most of the 
increase in total output. 
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Meat production was mixed in 1985. Beef production rose 
slightly due to higher prices to the producer and favorable 
rainfall. Poultry output also increased in 1985 due to higher 
prices, especially early in the year, whereas pork production 
continued to decrease because of unprofitable prices to 
producers. Increases in producer support prices for basic 
agricultural products were generally about equal to the overall 
official inflation rate. 


Mexico's total agricultural imports decreased about 20 percent 
in volume in 1985 compared to the previous year. The United 
States remains the dominant supplier of agricultural 
commodities to Mexico with sorghum, corn, soybeans and 
sunflower seeds as_ principal roducts. Based on U.S. trade 
data, the United States exported $1.24 billion of agricultural 
products to Mexico in January-October 1985, compared to $1.70 
billion during the same period in 1984. Mexico's 1.14 billion 
in agricultural exports to the U.S. (its main market) in 
January-October 1985 were slightly higher than its exports of 
these products during the same period in 1984. Coffee, fresh 
vegetables, and fruits are Mexico's primary agricultural 
exports to the United States. 


The quantity of Mexico's 1986 total crop production will depend 
primarily on the strength of summer rains; rainfall during the 
last two years has been well above average. High reservoir 
water levels are expected to result in another good harvest in 
April-June. Cattle production is expected to continue to 
recover in 1986, due to good rains in 1984 and 1985 and higher 
producer prices. Pork and poultry output will probably fall in 
1986, however, due to unprofitable prices to producers and 
depressed consumer income. 


IV. OUTLOOK FOR 1986 AND IMPLICATIONS FOR THE UNITED STATES 


The Fundamental Objective of Mexico's Economic Policy in 1986 
is Additional Economic Reordering and _ Structural Change. In 
November as a part of its budget process the Mexican Government 
set forth its economic strategy for 1986. It stressed that the 
economic reordering process, which will be accelerated in 1986, 
should be interpreted not as an immediate program to overcome 
an emergency situation, but as a more permanent effort to 
strengthen the country's financial situation and_ stabilize 
prices. 


The three fundamental objectives of economic policy in 1986 are: 


(1) to pursue with renewed vigor the strengthening of public 
finances and a reduction in inflation, thereby improving the 
possibilities for sustained economic growth and improved social 
well-being. 
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(2) to follow through with reconstruction programs with 
widespread participation of the Mexican society in design and 
implementation. 


(3) to accelerate the process of structural change, raising 
the productivity of the public sector, emphasizing social 
priorities, modernizing the industrial plant and stimulating 
decentralization. 


In a major poiicy speech read on February 21, President de la 
Madrid reaffirmed the country's commitment to these policy 
goals. He noted, however, that certain changes in strategy 
need to be undertaken in light of the recent drop in world oil 
prices. Falling oil prices mean a decrease in Mexico's public 
sector revenues and in its reserves. In response to tightened 
constraints, the GOM will cut federal spending even more than 
Originally planned and seek to _ sell off more parastatal 
enterprises. Also, public sector prices will be adjusted to 
more closely approximate world market prices. On the 
commercial and trade policy front, Mexico plans’ to promote 
exports more strongly, continue negotiating GATT accession and 
make additional efforts to attract foreign investment. 


The following tables show the revised macroeconomic and budget 
parameters for 1986: 


The Mexican Government's Economic Projections for 1986 
Percent 
Change 


Real Gross Domestic Product -l to +1 
Inflation (consumer prices) Dec-Dec 45 to 50 
Public Sector Finances Ratio to GDP 


- Deficit with Monetary Impact 6.0 
- Surplus Excluding Interest 8.3 
Millions 


of Dollars 
External Sector 


Trade Surplus 4,700 
Current Account Surplus 0-500 
Non-petroleum Exports 7,500-8,000 
Total Imports 12,700 
Crude Petroleum Exports (bbls/day) 1,300,000 


Percent 
Financial Variables (Dec-Dec) 
- Money Supply 45 
- Average Cost of Funds to Banking System (CPP) 61 
- Increase in External Public Debt (Millions of $) 6,000 
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During 1986, the tax laws will continue to provide accelerated 
depreciation provisions in an effort to help promote 
investment. This year investors will be able to write off 25 
percent of the value of their new investments. Other key 
elements of the government's strategy for 1986 are the 
continued use of treasury bills (CETES) to finance deficit 
spending, and the maintenance of a dual exchange rate system to 
help control foreign exchange flows. 


The Budget is Projected to be Austere as Mexico Tries to Cut 
Its Financial Deficit. To help achieve the above objectives 
for 1986, the Government of Mexico in December 1985 announced a 
budget that included sizeable cuts in the public. sector 
deficit , special programs for reconstruction, reductions in 
the size of the public sector and tax charges. Because of the 
drop in world oil prices, the GOM in February set aside the 
December budget. A new budget had not been released by the 
date of print. The new budget is, though, expected to 
incorporate the same principles as the 1985 version of Mexico's 
national spending plan. 


The December 1985 budget outlined cuts in the public’ sector 
financial deficit from 4.5 trillion pesos in 1985 to 3.7 
trillion pesos in 1986. As a ratio to GDP, the deficit would 
fall from 9.6 percent to 4.9 percent. Most of the adjustment 
would be from a reduction in programmed expenditures, i.e., 
current and capital outlays, which would grow by only 43 
percent in nominal terms and fall by 2.5 percentage points as a 
ratio to GDP. Such an adjustment would require a budget 
surplus before interest payments of 8.2 percent of GDP and 
would permit a reduction in the real value of public’ sector 
internal debt of 13 percent. Even with this’ reduction, 
however, debt service payments will rise by 71 percent in 
1986. Debt servicing outlays will total 14.8 trillion pesos, 
about 46 percent of overall budgetary outlays. Of this, 9.4 
trillion pesos will consist of interest payments and 5.4 
trillion pesos of amortization payments. (These figures 
include both internal and external debt payments.) 


The budget will include a special reconstruction account of 300 
billion pesos for health, education, housing and basic 
infrastructure to help recover from the effects of the 
September earthquakes. In addition, there will be aé_e special 
200 billion peso housing credit program for families in those 
zones affected by the earthquakes. 
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An important part of the budget strategy is to advance the 
process of reducing the size of the public sector while 
Maintaining its participation in strategic areas and priority 
development’ sectors. Simplification and decentralization of 
the public sector are also priority objectives. According to 
the government's plan, expenditures in areas of social 
well-being such as education, health and rural development will 
either increase or be maintained in real terms in 1986 and 
structural changes in the parastatal sector will be 
accelerated. The latter will entail continued sales of 
selected parastatals while raising productivity in retained 
sectors such as steel, sugar, and fertilizers. Of the overall 
real cut in programmed expenditures, 70 percent will come from 
current outlays and only 30 percent from investment outlays. 
Although budgeted investment will decline in real terms, the 
government believes it will be adequate, particularly in 
priority sectors such as petroleum and electricity. 


Budgetary Comparisons 
(Billions of Pesos) 


Percent 
Change in 1986 


1985 1985 
1985 Current 1986 1985 Current 


Budget Estimate Budget Budget Estimate 


Total 
Expenditures 18,400 20,943 32,359 76 55 


Program 
Expenditures 11,539 12,310 17,567 55 43 


Federal 
Government 5,763 6,006 8,236 42 37 


Parastate 
Companies .§ 5,756 6,304 9,331 62 48 


Debt 
Servicing 6,861 8,633 14,792 116 72 


The budget revenue plan calls for a special tax on medium and 
high income groups and for increasing the taxes on 
non-essential goods and services as well as cuts in subsidies 
and transfers to parastate industries. Tax rates are to be 
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increased on telephone services, new cars, petroleum, and 
water. The authorities also intend to strengthen efforts to 
combat tax evasion. A special earthquake tax will apply toa 
number of non-essential goods and services such as alcohol, 
beer, tobacco, telephone services and gas. 


Mexico's Leaders Reaffirm Commitment to Debt Negotiation and 
Outline the Country's External Financing Needs for 1986. In 
his economic policy address of February 21, President de la 
Madrid reaffirmed Mexico's commitment to reach a_ solution to 
the debt problem “through negotiation and dialogue." However, 
he stressed that the sharp drop in oil prices has_ created 
financial difficulties for Mexico that also require cooperation 
from external debtors. 


Mexico plans to stick to the budgetary austerity originally 
planned for 1986, undertake further measures to cut the public 
deficit and continue negotiating for new money. Mexican 
financial officials have stated that net public sector external 
borrowing in 1986 will be $6 billion dollars. This estimate 
devolves from a strategy that continues’ to rely on external 
financing but controls its growth so as to progressively reduce 
foreign debt in real terms (i.e., as a share of GDP). 


Mexico's foreign debt now amounts to nearly $100 billion. 


Senior government officials have recently made the following 
comments: 


-- External debt is equal to somewhat more than half of the 
country's gross domestic product, three and one-half times the 
level of exports, but only about 5 percent of the value of 
proven petroleum reserves. 


-- Therefore, it should be possible to meet the country's 
external debt obligations without sacrificing growth. 


-- The net increase in external indebtedness between 1986 and 
1990 will be $15-$20 billion. 


-- By the end of the decade,external debt will be equal to 
only about one-third of GDP. 


-- By 1990, interest payments will be equal to only one-third 
of goods and services exports. 


Again, the ability of the government to follow through with 
this approach depends importantly on petroleum prices. If they 
continue to fall, this analysis would have to be modified. 
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Profile of Mexico's Foreign Debt 
(U.S. Billions $) 


1982 1983 


a. Public Sector 60.0 69.5 
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Total 87.6 93.8 96.7 97.0 


The Foreign Investment Climate Remains Uncertain: Foreign 
investment is generally welcome in Mexico, except in certain 


areas reserved for Mexican nationals. It is, however, subject 
to close government scrutiny and regulation, particularly in 
cases of Majority foreign ownership. Although foreign 
investment grew significantly between 1950 and 1981, it remains 
a small share of total investment in the economy. Over the 
past two years net foreign investment inflows have risen more 
Slowly than during the late 1970's, and early 1980's in part 
because of the economic recession in the country which lasted 
from 1982 until mid 1984. 


The rules governing foreign investment are contained in three 
laws enacted during the 1970's and their subsequent 
regulations: The 1973 Law to promote Mexican Investment and 
Regulate Foreign Investment; the 1973 Technology Transfer Law; 
and the 1976 Law on Inventions and Trademarks. At present, 
most foreign investors are limited to minority ownership with 
exceptions being granted in cases where authorities consider 
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the investment to be particularly attractive for Mexico, e.g., 
important technology transfer, significant employment 
generation, large export potential, and/or industrial 
diversification. The current administration which will be in 
office until 1988 has stated it will not make any significant 
changes in the laws relating to foreign investment. 


Between 1960 and 1981, direct foreign investment played a 
relatively small role in Mexico's total external financing 
requirements which were fulfilled principally by borrowing. 
Furthermore, although GOM authorizations for new foreign 
investment rose in 1983 and 1984, net annual direct investment 
flows have declined during each of those years, averaging only 
$425 million as compared to $996 million during the 1979-82 
period. In 1985 it is estimated that net foreign investment 
inflows totaled about $500 million. 


The de la Madrid Administration has_ publicly stated that it 
welcomes foreign investment although clearly it favors 
channeling such investment into certain areas of the economy. 
In February 1984, it issued new guidelines for foreign 
investment and specified that majority foreign ownership would 
be allowed in certain high priority sectors such as heavy 
machinery, electronic equipment, high-technology products, and 
hotels. Also, new technical regulations facilitating 
administrative requirements were promulgated later in the 
year. Nonetheless, potential investors will continue to be 
screened carefully. The government did approve a large project 
by I.B.M. in 1985 that when completed is projected to generate 
over $200 million in exports from Mexico. Other major projects 
approved by the government included automotive/truck operations 
by General Motors and Mercedes with local Mexican partners. 


The _ UsSs. Department of Commerce Expands Services to U.S. Firms 
Doing Business in Mexico: With the liberalization of Mexican 


import regulations which took place in July, 1985, demand for 
the commercial services offered to U.S. businessmen by the 
United States Department of Commerce has increased. The number 
of public and private trade opportunities sent to the 
Department of Commerce in Washington for distribution to 
subscribers of the Trade Opportunity Program (TOP) was up from 
139 in fiscal 1984 to 226 in fiscal 1985. 


The number of both U.S. and foreign firms counseled by the 
Commercial Section increased in 1985. This reflects the 
anticipated increase in Mexican imports due to changes in 
import licensing rules and paperwork requirements. 
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U.S. exports to Mexico for the first nine months of 1985 
increased by 4% over the equivalent period in 1984. If this 
increase was maintained through the balance of the year, it 
will be the second straight year of increased U.S. sales to 
Mexico. Leading U.S. non-agricultural exports to Mexico 
include: replacement parts for gasoline engines and electric 
motors; radio, telegraphic and telephonic equipment: styrene 
and articles of rubber and plastic; electronic components; and 
general merchandise not manufactured in Mexico. Emphasis on 
the following sectors is part of the national development plan: 
telecommunications, metal and metal-processing, environmental 
control, computer technology, industrial port development, food 
processing and packaging, and home construction. 


In 1984 the U.S. Department of Commerce established a 
commercial office in the American Consulate in Guadalajara, an 
important industrial area especially with its increased 
activity in electronics. This office is staffed by one 

American and two Mexican commercial specialists. The U.S. 
Department of Commerce continued its expansion of services by 
placing an American Commercial Officer in the U.S. Consulate in 
Monterrey in 1985. The new Monterrey Commercial Office offers 
expanded commercial services for the entire northeast region of 
Mexico. Both the Guadalajara and Monterrey offices are 
prepared to offer complete commercial services and welcome the 
opportunity to serve U.S. business interests. 


For U.S. firms or their Mexican subsidiaries, the United States 
Trade Center, located in the heart of Mexico's financial and 
business district, is planning a full schedule of exhibitions 
to promote U.S. products and technology. Mexican buyers have 
been attending U.S. Trade Center shows in record numbers. 
Exhibitions to be held at the Trade Center in 1986 include the 
following: Machine Tools, March 11-14; Computer and Peripheral 
Systems, April 15-18; Furniture Manufacturing Equipment, May 
20-23; Telecommunications Equipment, June 24-27; Graphic Arts 
and Materials Equipment, July 15-18; Computers, 
Telecommunications, Electronics, August 5-8; Medical 
Equipment, September 9-11; Building Materials, Oct. 13-16; 
In-Bond Manufacturing, Dec. 2-4. 


As part of a continuing effort to reach markets outside Mexico 
City, two trade shows will be held outside the Federal District 
in 1986; a spin-off of the Mexico City Computer Show in 
Guadalajara, April 21-24, and the "Hi-Tech USA" Show in 
Guadalajara, August 5-8. 
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For information on any of the above promotions, please contact 
the Show Promotion Officer, U.S. Trade Center, American Embassy 
Mexico, Reforma 305, Room 246, 06500 Mexico, D.F., Mexico. 
Telephone: 905/211-00-42, ext. 3735. For information on 
commercial services to U.S. businessmen, contact the Commercial 
Attache, American Embassy Mexico, Reforma 305, Room 254, 06500 
Mexico, D.F., Mexico. Telephone: 905/211-00-42, ext. 3730. 





The Export Administration Regulations, a 
comprehensive guide to the rules control- 
ling exports of U.S. products, answers 
your questions on export licensing 
requirements: 


¢ When is an export license necessary? 

¢ When is it not necessary? 

¢ How do | obtain an export license? 

e What policies are followed in considering 
license applications? 

* How do | know when the policies change? 
Are there restrictions on exports to certain 
countries? 

Are restrictive trade practices and boycotts 
prohibited? 

Do | need a license to ship technical data? 
Where can | obtain help? 


At no additional cost, subscribers receive 
supplementary Export Administration Bul- 
letins which explain recent policy changes 
and provide replacement pages to keep 
your set of regulations up-to-date. 


SUBSCRIPTION RATES 


In the United States 
To foreign countries 


All Bulletins sent first class to 
both foreign and domestic ad- 
dresses. Airmail service not 
available. 


Use the order blank below to begin your 
subscription to the Export Administra- 
tion Regulations. 


MAIL THIS ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 


} Credit Card Orders Only 
Enclosed is $______ U0) check, nee Total charges $____ Fill in the boxes below. 
O money order, or charge to my Credit 


Deposit Account No. 


qum CLITLITITITLCOLIOIn 
(Freitt tl anita saieiaiisdia iamedmammaadiinaien 


t (202) 783-3238 from 8:00 a.m. to 4:00 p.m. 
Order No: Month/Year pth oy om 8:00 a.m. to 4:00 p.m 


eastern time, Monday-Friday (except holidays). 
Please send me sets of the U.S. Department of Commerce 


Export Administration Regulations and supplementary Export Adminis- 
tration Bulletins for the publication period beginning October 1, 1985. For Office Use Only 


Quanti Ch 
Name—First, Last — =— 
Company name or add't:>nai address line 


Street address 


City Zip 





(or Country) 
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